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ACTION EB 11 

INFO OCT-01 EUR-25 EA-11 ISO-OO AID-20 CIAE-00 FRB-02 

INR-10 NSAE-00 RSC-01 XMB-07 OPIC-12 SPC-03 CIEP-02 

LAB-06 SIL-01 OMB-01 NSC-10 SS-20 STR-08 CEA-02 PA-04 

PRS-01 USIA-15 DRC-01 /174 W 

031137 

R 191870Z OCT 73 
FM AMEMBASSY LONDON 
TO SECSTATE WASHDC 4966 
INFO AMEMBASSY BERN 
AMEMBASSY BONN 
AMEMBASSY BRUSSELS 
AMEMBASSY COPENHAGEN 
AMEMBASSY DUBLIN 
AMEMBASSY LUXEMBOURG 
AMEASSY PARIS 
AMEMBASSY ROME 
AMEMBASSY STOCKHOLM 
AMEMBASSY THE HAGUE 
AMEMBASSY TOKYO 
USMISSION EC BRUSSELS 
USMISSION OECD PARIS 
USDOC WASHDC 
TREASURY DEPT WASHDC 

UNCLAS SECTION 01 OF 02 LONDON 12223 

DEPARTMGNT FOR FRB 
M 

E.O. 11652:N/A 
TAGS: ECON, UK 

SUBJECT: ECONOMIC DEVELOPMENTS - WEEK ENDING OCTOBER 19 

BEGIN SUMMARY: THE POUND ROSE STEADILY AGAINST THE DOLLAR 
UNTIL WEDNESDAY (OCT. 17) WHEN IT REACHED $2.4545. IT 
THEN FELL BACK ON THURSDAY (OCT. 18) TO CLOSE AT $2.4445, 
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A GAIN OF 225 POINTS ON LAST THURSDAY'S CLOSE. THE TRADE 


Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 



Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 


-WEIGHTED DEVALUATION OF STERLING AGAINST DECEMBER 1971 
RATES RANGED BETWEEN 19.55 PERCENT AND 18.87 PERCENT THIS 
WEEK. GOLD ROSE TO $103.75 ON WEDNESDAY (OCT. 17) BUT 
LOST $1.75 ON THURSDAY TO CLOSE AT $102.00. THE GULF 
STATES' DECISION TO RAISE OIL PRICES MAY PRODUCE A NET 
COST TO THE UK TRADE ACCOUNT OF 400 MILLION POUNDS. 

MAIOR SPEECHES WERE GIVEN ON OCTOBER 18 BY THE CHANCELLOR 
AND THE GOVERNOR OF THE BANK OF ENGLAND AT THE ANNUAL 
LORD MAYOR'S BANQUET AT MANSION HOUSE. THE UK TREASURY 
ANNOUNCED EASING OF CERTAIN OVERSEAS BORROWING RULES ON 
OCTOBER 18. UNEMPLOYMENT CONTINUED TO FALL SHARPLY 
BETWEEN MID-SEPTEMBER AND MID-OCTOBER WITH THE NUMBER OF 
UNFILLED VACANCIES CONTINUING TO RISE RAPIDLY. WHILE* 

THERE WAS A SHARP REDUCTION IN THE ANNUAL RATE OF WAGE 
INCREASES IN SEPTEMBER. BASIC WEEKLY WAGE RATES STILL 
STOOD 1 1.8 PERCENT ABOVE SEPTEMBER 1972. UK INDUSTRIAL 
PRODUCTION EXPANDED AT AN ANNUAL RATE OF ONLY 2.8 PER- 
CENT WHEN THE THREE-MONTH PERIODS OF MARCH-MAY AND JUNE- 
AUGUST ARE COMPARED. END SUMMARY 

1. STERLING ROSE THIS WEEK AS THE DOLLAR WEAKENED. SOME 
OF THE MOVEMENT IN THE RATE WAS ATTRIBUTED TO DOLLAR 
SALES AND STERLING PURCHASES BY ARAB STATES. WEDNESDAY 
(OCT. 17) WAS THE PEAK OF THE MOVEMENT* *ITH THE POUND 
CLOSING AT $2.4545; AN IMPROVEMENT IN THE TRADE- WEIGHTED 
DEVALUATION OF STERLING TO 18.87 PERCENT; AND A GOLD 
PRICE OF $103.75. ON THURSDAY. STERLING FELL BACK TO 
$2.4445 AND THE TRADE- WEIGHTED DEVALUATION WIDENED TO 
19.17 PERCENT. GOLD FELL TO $102, DOWN $1.50 FROM LAST 
THURSDAY'S CLOSE. (SEE LONDON 12036 FOR FURTHER DETAILS) 

2. THE GULF STATES' DECISION TO RAISE THE PRICE OF CRUDE 
OIL BY 70 PERCENT MAY SERIOUSLY AFFECT THE UK GOVERN- 
MENV'S ECONOMIC STRATEGY AS ANNOUNCED IN STAGE III. THE 
UK'S IMPORT BILL COULD BE INCREASED BY NEARLY 500 MILLION 
POUNDS IN 1974. EVEN ALLOWING FOR THE HIGHER UK EXPORTS 
OF REFINED PRODUCTS. THE NET COST TO THE EXTERNAL TRADE 
ACCOUNT WOULD BE OVER 400 MILLION POUNDS. TO THE EXTENT 
THAT THE UK NOW HAS TO DI *RT RESOURCES INTO THE BALANCE 
OF PAYMENTS TO MEET THE HIGHER OIL IMPORT BILL, THE 
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OFFICIAL CALCULATIONS ON WHAT IS LEFT FOR THE OVERALL 
GROWTH OF GOVERNMENT SPENDING, INDUSTRIAL INVESTMENT AND 
PRIVATE CONSUMPTION WILL HAVE TO BE REVISED DOWNWARDS. 

3. THE CHANCELLOR, MR. BARBER, AND THE GOVERNOR OF THE 
BANK OF ENGLAND, MR. RICHARDSON, BOTH GAVE MAJOR 
ADDRESSES ON OCTOBER 18 AT THE ANNUAL LORD MAYOR'S 
BANQUET AT MANSION HOUSE. THE CHANCELLOR, IN HIS SPEECH 
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WHICH WAS A MAJOR MID-TERM REVIEW OF THE BUDGET STRATEGY, 
INDICATED THAT THE ECONOMY HAD NOS SLOWED DOWN TO A 
GROWTH RATE IN LINE WITH THE UNDERLYING RISE IN PRODUC- 
TIVITY (ABOUT 3.5 PERCENT A YEAR). TO SUSTAIN THAT 
EXPANSION, THE RESERVES, FOREIGN CURRENCY BORROWINGS AND 
IMF CREDITS WOULD BE USED, IF NECESSARY, TO FINANCE "A 
TEMPORARY DEFICIT.* THE CHANCELLOR INDICATED THAT WITH 
THE ECONOMY OPERATING NEAR CAPACITY, THE GROWTH OF BANK 
CREDIT WOULD HAVE TO SLOW. THE RISE IN OIL PRICES, HE 
ADDED, WAS BOUND TO AFFECT THE UK STANDARD OF LIVING. 

MR. RICHARDSON, IN HIS FIRST MAJOR SPEECH AS GOVERNOR, 
MAINTAINED THAT THE RECENT RISE IN INTEREST RATES WAS 
OPERATING TO STEM THE PACE OF MONETARY EXPANSION. ON 
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USMISSION OECD PARIS 
USDOC WASHDC 
TREASURY DEPT WASHDC 

UNCLAS SECTION 02 OF 02 LONDON 12223 

DEPT FOR FRB 

ANOTHER NOTE, HE MADE A STRONG CALL FOR BETTER RELATIONS 
BETWEEN THE CITY AND INDUSTRY. (TEXT OF SPEECHES BEING 
SENT BY AIRGRAM.) 

4. THE TREASURY HAS RELAXED TWO REGULATIONS GOVERNING 
OVERSEAS BORROWING BY UK RESIDENTS. THE TWO MAIN 
CHANGES ARE: (1) THE MINIMUM PERIOD FOR WHICH UK 
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RESIDENTS CAN BORROW FOREIGN CURRENCIES FOR DOMESTIC USE 
HAS BEEN REDUCED FROM FIVE TO TWO YEARS, (2) THE FOREIGN 
EXCHANGE COVER FACILITIES REINTRODUCED IN THE BUDGET (IN 
MARCH) IN RESPECT OF DOLLAR BORROWING BY PUBLIC SECTOR 
INSTITUTIONS HAVE NOW BEEN EXTENDED TO OTHER CURRENCIES. 
(DETAILS WILL FOLLOW SEPTEL.) 

5. THE NUMBER OF UNEMPLOYED IN GREAT BRITAIN WAS 509,633 
AS OF OCTOBER 8, A DECREASE OF 35,803 SINCE LAST MONTH. 

THIS TOTAL REPRESENTS UNEMPLOYMENT OF 2.2 PERCENT OF THE 
TOTAL NUMBER OF EMPLOYEES IN GREAT BRITAIN, THE LOWEST 
LEVEL SINCE JULY 1969. VACANCIES ARE AT THEIR HIGHEST 
LEVEL IN 22 YEARS. 

6. A SHARP REDUCTION IN THE ANNUAL RATE OF WAGE INCREASES 
TOWARDS THE END OF THE SUMMER IS REVEALED IN RECENT 
STATISTICS. THESE FIGURES INDICATE, FOR THE FIRST TIME, 

THAT THE GOVERNMENT'S COUNTER-INFLATION POLICY HAS 
SUCCEEDED IN CHECKING THE PACE OF WAGE RISES. AT THE 
END OF SEPTEMBER, BASIC WEEKLY WAGE RATES STOOD 11.8 
PERCENT ABOVE LEVELS OF A YEAR EARLIER, COMPARED WITH 
15.1 PERCENT AT THE END OF AUGUST. THE INDEX FOR 
SEPTEMBER, 1 19.3, SHOWED ONLY A 0.2 POINT RISE FROM 
AUGUST (JULY 1972100). AVERAGE EARNINGS ALSO GREW AT A 
SLOWER RATE. 

7. THE INDEX FOR ALL-INDUSTRIES PRODUCTION WAS ALMOST 
UNCHANGED IN AUGUST AT 1 1 1.3 AGAINST 111.1 IN JULY (1970 
100). WITHIN THE OVERALL TOTAL, THE OUTPUT OF MANU- 
FACTURING INDUSTRY WENT UP BY 0.7 PERCENT, I.E. 1 1 1 .4 TO 

1 12.2, WHEN AUGUST IS COMPARED TO JULY. 

8. THE FORWARD DISCOUNT ON STERLING WIDENED AND NARROWED 
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WITHIN NARROW MARGINS THIS WEEK. 

10/11 10/18 CHANGE 

1 MONTH 0.63-1/2 0.70 UP 0.06-1/2 

3 MONTHS 2.17-1/2 2.25-1/2 UP 0.08 

6 MONTHS 4.57-1/2 4.64-1/2 UP 0.07 

(ALL FIGURES IN CENTS) 

9. LOCAL AUTHORITY DEPOSIT RATES ROSE AT MID-WEEK, BUT 
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FELL OFF MARGINALLY ON THURSDAY (OCT. 18). 

10/11 10/18 CHANGE 

1 MONTH 12-9/16 13-1/8 UP 9/16 

3 MONTHS 12-13/16 13-1/16 UP 1/4 

6 MONTHS 12-15/16 13-1/16 UP 1/8 

10. EURO-DOLLAR RATES AT ONE MONTH FELL AT THE 
BEGINNING OF THE WEEK, BUT THEN ROSE TOWARDS THE END OF 
THE WEEK. AT THREE MONTHS, THEY PEAKED AT MID-WEEK, 
WHILE AT 6 MONTHS THEY REMAINED STABLE. 

10/11 10/18 CHANGE 

1 MONTH 10-1/2 10-1/4 DOWN 1/4 

3 MONTHS 10-7/16 9-7/8 DOWN 9/16 

6 MONTHS 9-15/16 9-3/8 DOWN 9/16 

1 1 . THE MINIMUM LENDING RATE WAS SET AT 1 1 - 1/4 PERCENT 
ON OCTOBER 19, DOWN FROM 11-1/2 PERCENT LAST WEEK. 

ANNENBERG 
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